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Responsibility Accounting,

the Powerful Control Device
Helene M. A. Ramanauskas, CPA
company property, for cost incurred, and for
results achieved in such a way that the per
formance of each member of the management
team”—even at the lowest levels—“may be
measured and evaluated apart from the over
all performance of the enterprise as a whole.”1
These performance control features can be
readily built into any conventional accounting
system by proper design of records and re
ports and by applying good internal control
procedures. The most essential requirement,
however, is a chart of accounts, which pro
vides for a breakdown of all pertinent data by
functions, departments and responsible indi
viduals.
The new reporting and control device in
volves no new concepts or accounting prin
ciples. New is only that it emphasizes the
responsibility of all key employees for efficient
performance at their respective levels.

Bygone are the good old days when all that
the businessman expected from the accountant
was the conscientious accumulation of financial
data, the periodic preparation of a few overall
statements therefrom, and the assurance that
the figures were correct. The entrepreneur in
those days frequently even did his own inter
preting.
Today’s business, with its complexities and
drastic changes, certainly is no longer suited
for such crude ways of reporting, analysis and
control. Even in organizations of moderate
size, management has ceased to be the respon
sibility of a few. Authority has been delegated,
and managerial responsibilities have been dis
tributed among various levels and individuals.
Business affairs today can only be effectively
controlled by controlling the people respon
sible for carrying out the operations at the
various levels. To assure itself that the opera
tions at all levels are contributing satisfactorily
toward the attainment of the company’s over
all objective, top management needs reports,
which not only tell what happened overall,
but which identify the results with the indi
vidual responsible for producing them.
Such sophisticated reporting and control
mechanism has been developed just recently
by the managerial segment of the accounting
profession and has aroused enthusiastic man
agement response across the country. This new
control mechanism, advocated as Responsi
bility Accounting (with Responsibility Report
ing as its end product), emphasizes the
accountability of each key individual in an
enterprise in terms of planned income and
expenses for which he is held responsible. By
classifying and reporting accounting data not
only according to their nature or function,
but also according to the individual responsi
ble for their incurrence, and by comparing
the results so obtained with a budget or
standard, this new system facilitates manage
ment control throughout the entire organiza
tion.

The Responsibility Network
Responsibility Accounting is based on the
premise that in essence all costs are control
lable and that the problem is only to establish
the point of their controllability.
For this purpose the company’s organiza
tional structure is broken down into a network
of individual responsibility centers, or as de
fined by the National Association of Account
ants, “into organizational units engaged in the
performance of a single function or a group of
closely related functions having a single head
accountable for the activities of the unit.”2
In other words each unit of this organizational
network, or more specifically the individual in
charge thereof, is responsible for performing
some function, which is the output, and for
using resources or input, as efficiently as pos
sible in performing this function.
Within each enterprise exists a whole hier
archy of such responsibility centers. At the top
there is the president or chief executive officer,
who is responsible to the owners for the over
all profitability of the enterprise. Beneath and
responsible to him are the various operating
and staff departments. They, as well as their
lower level subsections or divisions, are sepa
rate responsibility centers, as long as they are
headed by a single individual, who is respon

Responsibility Accounting

Responsibility Accounting is a system in
which “provisions are made to fix responsi
bility for actions taken or to be taken, for
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sible for their efficiency in performance, to a
higher level official.
In order to assure a smooth functioning re
sponsibility network, the individual company’s
organizational structure must be carefully
analyzed and the true income and expense
responsibilities throughout the company must
be determined. The delineation of responsi
bility centers in practice is frequently the
most difficult task in the whole system instal
lation.
To create an efficient responsibility network
structure, responsibilities and scopes of author
ity for every individual, from the top executive
down to the lowest level employees, must be
logical and clearly defined.
There may not exist any overlapping of
responsibilities at different hierarchial levels.
The person charged with responsibility should
be given sufficient authority for the work ex
pected from him. Responsibility should not be
shared by two or more individuals under any
circumstances, since division of responsibility
invariably invites misunderstandings and con
fusion, as well as duplication of efforts or
neglect in performance. It furthermore makes
it extremely difficult to determine who is at
fault if something goes wrong.
In addition to the necessity of careful as
signment of responsibility to only one indi
vidual, each position in the network structure
should report to only one manager. Supervisory
positions have to be established over each
logical grouping of activities at the various
management levels.
In short, in order to create a well functioning
responsibility network, there must exist a per
fect matching of responsibility and authority at
all levels.

fluence on the amount of cost incurred, such
elements are properly considered “controllable”
at his level and therefore chargeable to his
specific responsibility center.
Controllable costs are however by no means
identical with direct costs or costs charged
directly to a department or division, rather
than on a basis of allocation. There exist
numerous direct costs which are not control
lable at the cost center level (such as depre
ciation of equipment used in the department
or division) and which therefore should not
be made the responsibility of the center head.
Noncontrollable by the cost center supervisor
are further all allocated costs. Since such
charges vary in accordance with the formula
used, and are not affected by the supervisor’s
actions, they must be omitted from detail
budgets. They will be included in the budgets
of the responsibility level having control.
By assigning only controllable costs to each
cost center head, management when comparing
the plans with the actual performance, will
have a basis for judging the effectiveness of
subordinates, and for isolating the causes of
inefficiencies.
The budgetary process most effectively is
started at the lowest organization or network
level for which budgets are to be prepared,
and passed upward through the chain of com
mand in a pyramidic fashion. Each person in
charge of a cost center is responsible for pre
paring budget estimates for these items of
revenue and/or expenses over which he has
control. At the next higher authority level
these estimates are reviewed and co-ordinated,
and if necessary modified, until they are finally
combined into an overall operating budget at
the top-management level.
To permit all responsible supervisors—even
those at the lowest level—to participate in the
budget preparation, results generally in a
favorable attitude toward the plan by which
their segments of the business are to be con
trolled. They will feel recognized as members
of the planning team and will most likely
make every effort to live within the budget
limitations they have imposed upon themselves.
After approval of the overall budget by top
management, all detail budgets acquire auto
matically the status of agreed-upon plans, and
it becomes the responsibility of the various
managers to put their part of the plan into
action.
Their ability to execute the plans will be
used by their superiors to judge their perform
ance. This efficiency evaluation is accomplished
by periodic comparisons of the plans with
actual results.

Responsibility Budgeting
Once a sound responsibility network struc
ture is established, it becomes the static pattern
for planning and data accumulation. “Each
element of cost or revenue, both in the budget
and in the accumulation of actual results,
must be traced to the network segment wherein
its responsibility lies.”3
To proceed in chronological sequence, we
will first deal with the preparation of budgets
capable of controlling the cost of each indi
vidual network segment, and to rate the
various units and the individual in charge
thereof, on a cost or performance basis.
The characteristic of such control or respon
sibility budgets is that each responsibility cen
ter is assigned only those revenue and cost
items over which it has control. Although the
head of an individual network segment may
never have complete control over an element
of cost, as long as he has a significant in
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election may be made or revoked at any time
before the expiration of the period for mak
ing a claim for credit or refund of income
tax for the taxable year in which the sale or
exchange occurred. In the case of a taxpayer
who is married, the election or revocation can
be made only if his spouse joins in such elec
tion or revocation.
Where husband and wife hold property
jointly and one spouse satisfies the age, hold
ing and use requirements with respect to
such property, then both husband and wife
will be treated as satisfying these requirements
for the purpose of this provision.
An unmarried individual, whose spouse
is deceased on the date of the sale or ex
change of a principal residence, is treated as
satisfying the holding and use requirements
with respect to such property if these require
ments were met by the deceased spouse and
no election by the deceased spouse is in effect
with respect to a prior sale or exchange.
Medical expense. Before the Revenue Act
of 1964, Code Sec. 213 allowed a deduction
for expenses paid during the taxable year for
medical care of the taxpayer, his spouse and
his dependents which were not compensated
for by insurance or otherwise, limited to the
amount of such expenses in excess of 3 per
cent of the taxpayers’ adjusted gross income.
The medical expenses subject to this 3-percent limitation included amounts paid for
drugs and medicine in excess of 1 percent
of the taxpayers’ adjusted gross income. The
3-percent limitation did not apply if either
the taxpayer or his spouse had reached the
age of sixty-five before the close of the tax
able year or where the medical expenses were
expended for a dependent father or mother
who had attained the age of sixty-five before
the end of the taxable year.
The Revenue Act of 1964 removes the 1
percent limitation on expenditures for drugs
and medicines for taxable years beginning after
1963 if either the taxpayer or his wife has
reached sixty-five years of age before the
close of the taxable year or if the expenditures
are for a dependent father or mother who has
reached sixty-five years of age before the
close of the taxable year.

first and second vice president, treasurer, di
rector and chairman of Membership, Research,
Budget and Finance Committees.
Miss Lauer is a certified public accountant in
the State of Louisiana, and an individual prac
titioner in New Orleans, Louisiana.
She is a charter member of the New Orleans
Chapter of the American Society of Women
Accountants and has served the chapter as
officer, director and committee chairman. She
has also served the American Society of Wom
en Accountants on a National level as Cre
dentials Chairman of the Annual Meeting.
Other professional memberships include the
American Institute of Certified Public Ac
countants and the Society of Louisiana Certi
fied Public Accountants. She is also a member
of the New Orleans Business and Professional
Womens Club.
Responsibility Accounting
(Continued from page 4)

Data Accumulation
To permit such periodical comparisons
with the various budgetary plans, the ac
cumulation of actual income and expense
must necessarily follow the responsibility net
work pattern.
This necessitates a three-dimensional classi
fication of cost and revenues during the data
accumulation process. First they must be
classified by responsibility centers, and sec
ondly within each center by whether they are
controllable or noncontrollable. The required
third classification is the breakdown of each
group by cost types, or natural elements such
as salaries, supplies, materials, rents, etc.
Such three-dimensional data accumulation
would have been economically and technically
unfeasible under the manual and semi-auto
mated accumulation systems in use in the
past. But now with electronic data processing
equipment at the disposal, the accumulation
of any multitude of quantitative data in any
desirable fashion has become a possibility
within reach of even the moderate size enter
prise.
To facilitate such multi-dimensional data
processing and accumulation, “block numeric”
coding is usually used. The first two digits of
such coding system identify the cost center
or network segment. The third digit indicates
whether or not the revenue or expense item is
controllable or noncontrollable by the indi
vidual in charge. The following digits provide
for the detailed breakdown by functions.
Data accumulation in such fashion will for
the first time in the history of accounting pro-

AWSCPA President’s Message
(concluded)
We shall endeavor to serve you faithfully and
well and, relying on a continuation of the
conscientious and dedicated service of AWS
CPA members, we are looking forward to
adding another year of progress to the annals
of the American Woman’s Society of Certified
Public Accountants.
Margaret E. Lauer has served AWSCPA as
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COMMENTS AND IDEA EXCHANGE
JANE STRENCIWILK, CPA

TRY A POSTER CAMPAIGN!
Hitch your wagon to a star—the National
Office Star!
How often do you use the available publi
cations of the National Office of the American
Woman’s Society of Certified Public Account
ants?
Visual aid puts the punch in the message
that accountants carry to the public. The
printed publications are invaluable in stressing
the role of the accountant to the student.
Posters, prominently displayed in city high
schools, add dramatic impetus to our Merit
Award and Scholarship Program.
A 4 x 5 foot cardboard can start you on
your way to a visual world of Women Ac
countants. Use a commercial photo of the
student Award and Scholarship winners as a
focal point, and a “Girls—Only” banner line
followed by our organization name plus the
Award and Scholarship information. A map
of the United States showing Chapter loca
tions completes the material. The entire border
is composed of pamphlets such as “Consider
the Field of Accounting,” “Women’s Account
ing Societies,” “Which Way Young Lady?” and
so on down the list. The cover is shown on
some and others are opened to specific pages
of interest.
Why not try it?
Let this idea help your Chapter put their
stamp on your community.
Harriette Ann Hill
Indianapolis ASWA Chapter No. 1

appraisal of some of the completed tasks will
help to keep the upsets from becoming major
disasters.
Make yourself be a superb planner! Become
addicted to the whole business in the same
way as the second cup of morning coffee or
cashew nuts at a party. The idea is both a
demanding challenge and a wild, sweet prom
ise.
Who really wants additional time to do
more things? We all do for the supreme joy
of personal fulfillment. The budget of time
will trade clutter and burden for opportunities
unlimited. The elimination of confusion makes
time for relaxation, diversion and creative
pursuits.
Responsibility Accounting

(Continued from page 12)
vide management with information pertinent
to several dimensions of its operations.
Responsibility Reporting

The end products of any responsibility ac
counting system are the periodic responsibility
reports. They are the medium through which
budgets and the accumulated data are used
in the control process. Responsibility reports
are current performance reports, which furnish
information in regard to degrees of efficiencies
by areas of responsibility.
This new powerful control device, in con
trast to the conventional systems, reports not
only what happened by accounts, but also
what happened according to functional respon
sibilities of individuals.
Such reports are furnished not only to top
management, but also to all lower levels of
management. By measuring the variances be
tween actual and budgeted performances, they
disclose inefficiencies and pinpoint trouble
areas.
To be most efficient any responsibility re
porting system should be based on the so called
“Pyramid Reporting” or “Telescoping”4 prin
ciple. This means that each responsibility unit
receives its own control report, and that the
lowest level detail reports are issued first. Only
their totals, then, are carried to the next higher
reporting level, with the net result that the
higher the responsibility level, the more con
densed the reporting becomes.
As already stated the control reports at any
level include only those items which are con-

BUDGET YOUR TIME TO DO THINGS
What better way to get more hours each
day then to budget your time? Make a list
of projects crying for attention. This will give
you a good idea of what has been done, what
is yet to be done and will help to clear the
decks of nebulous burdens.
Anyone can be a planner—not always a
gifted, compulsive one but certainly a method
ical one! The plan is simple, so simple it is
often regarded as nothing much.
The plan is this: Make a list of things that
really should be taken care of. Include daily
demands and chores plus part of the back
log of projects which have been accumulating
for months. Then rearrange the list so that
projects fall into an intelligent work pattern.
Take care of as many chores as possible. It
will be impossible to stick to this exactly. Any
number of upsets will cause deviations. But
the existence of a schedule and the immediate

(Continued to page 13)
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TIPS FOR BUSY READERS
MARILYNN G. WINBORNE, CPA

taken once the causes are detected. In case of
variances with a favorable effect upon profits,
management will be interested to discover the
causes to promote continuation of the situa
tion.

Developing the Funds Statement As the Third
Major Financial Statement, Wendell P.
Trumbull, NAA Bulletin, Section 1, April,
1963.
Balance sheets and income statements, the
primary reports, should be supplemented by
funds statements. Retained earnings analysis,
the unusual third report, is necessary only
when there have been unusual events directly
affecting retained earnings. The funds state
ment is useful each period in that it offers a
direct link between the balance sheet and the
income statement and contains information
presented from a different and enlightening
viewpoint.
The funds statement can be a summary of
cash flows and working capital changes or an
explanation of all balance sheet changes. The
first two emphasize the short-run view, where
as the latter stresses the long-run implications
of asset and equity changes. This use of the
statement, as a summary of all accounting
transactions, complements the balance sheet
and the income statement and offers pertinent
information as to the disposition of income for
capital maintenance—information which is all
too often undisclosed.
An example of the expanded funds state
ment is given and compared with the more
familiar forms of analysis.
One serious objection to the article could
be raised on the discussion of the meaning of
depreciation charges. Other than this, the ar
ticle is interesting and offers a new device for
the communication of financial data.

Conclusion
As demonstrated, Responsibility Accounting
is more than just a new data accumulation
system; it is a powerful managerial control
device. By accumulating, reporting and ana
lyzing accounting data by areas of responsi
bility, it provides management with the neces
sary informational basis to control operations
and key individuals throughout the entire
organization. By linking responsibility and
accountability, it helps to discover and solve
many managerial problems, which had been
hidden below the surface before.
Its uniqueness is the fact that it enables
management for the first time to control the
business affairs, by controlling the people re
sponsible for carrying out the various tasks.
Through incorporating of the human element
into the accounting framework, Responsibility
Accounting qualifies as another milestone in
the revolutionary reorientation process of our
discipline.
1Wilber C. Haseman, MANAGEMENT USES
OF ACCOUNTING, page 175
2NAA Bulletin August 1953, “THE ANALYSIS
OF MANAGEMENT COST VARIANCES,” Re
search Series #2
3Gorgon Shillinglaw, COST ACCOUNTING,
ANALYSIS, AND CONTROL, page 38
4Phillip Creighton, “RESPONSIBILITY AC
COUNTING AND REPORTING” Cost and Man
agement, January 1964

Responsibility Accounting
(concluded)
trollable at the responsibility level to which
the report relates. Costs controllable only at
the top-management level, are shown in the
condensed over-all report. The same applies to
costs which under the orthodox reporting
methods would have been allocated between
the departments on the basis of an arbitrary
formula.
If actual operations in each responsibility
center follow the budgetary plans, presumably
there are no troubles, and operations can be
allowed to continue unchanged.
If the responsibility reports disclose significant favorable or nonfavorable variances, the
specific area of operations should be investi
gated to discover the underlying causes. In
case of variances with an adverse effect upon
profits, immediate remedial actions have to be

*
*
*
Corporations have no souls, so the legend
runs. Granted. But those selected to manage
their affairs must have to achieve success.
Sometimes, however, they enter upon a mad
scramble for material results, and lose them
in consequence. Although a concern thus
headed may seem to flourish for a brief spell
and yield material dividends, it is certain to
cease to do so, and must gradually decay. The
proper executive is unquestionably he who
adopts the Golden Rule as the keynote of his
life; who buries self, when acting in a repre
sentative capacity, for he is sure so to conduct
himself on all occasions as to reflect credit
upon himself, and the concern by which he is
engaged as well.
—F. W. Lafrentz
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